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In early October, President Gonzalo Sanchez de Lozada's government sold the state
telecommunications enterprise (Empresa Nacional de Telecomunicaciones, ENTEL) to the Italian
firm Stet International, which bid more than twice the amount offered by the second closest bidder
in the auction. Notwithstanding the Entel sale, the government has postponed the privatization of
the state oil company Yacimientos Petroliferos Fiscales Bolivianos (YPFB) because of heavy criticism
by interested investors in Latin America who say the terms to prequalify for participation in the
auction are far too stringent.
Under the government's privatization program known as the "state capitalization plan" (Plan
de Capitalizacion) the Sanchez de Lozada administration expects to sell off Bolivia's six state
monopolies, which, in addition to ENTEL and the YPFB, include the state electric company ENDE,
the public railroad ENFE, the smelting firm ENAF, and the airline LAB. The capitalization plan is a
novel variant of privatization programs carried out elsewhere in Latin America because rather than
the proceeds from sales being channelled into state coffers, the funds will be directly reinvested in
the privatized enterprises to "recapitalize" them, providing the firms with fresh funds needed for
modernization and investment projects.
The administration of the firms will be turned over to the winning bidders, and the remaining
50% of stock in the companies will be divided among all Bolivians over 18 years of age through a
special government pension fund set up for that purpose. The government already sold the electric
company ENDE last July to three US firms for a total of US$140 million (see NotiSur, 07/13/95). Thus,
the sale of the telecommunications firm is the second of the six state monopolies to be sold under
the capitalization plan. Although a total of 30 domestic and foreign companies originally expressed
interest in buying ENTEL, in the end only eight investors actually participated in the auction.
Despite the low number of participants, however, the bid was particularly competitive, since
some of the companies involved especially Spain's Telefonica Internacional are involved in major
expansion projects in Latin America, the crux of which is buying up interests in former public
telephone companies placed on the auction bloc. In fact, Telefonica, which bought Peru's two
telephone companies last year for US$2 billion in one of the most profitable privatizations to date in
Latin America, was rumored to be preparing a particularly lucrative bid for ENTEL. Nevertheless,
Telefonica only offered US$162 million for the firm in the auction, taking third place behind Stet
and the US firm MCI Communications Corp., which bid US$303 million for ENTEL. Stet surprised
everyone, however, by offering US$610 million, more than twice the amount offered by MCI and
more than US$200 million above the maximum of US$400 million that the government predicted it
could earn for ENTEL prior to the auction.
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Most of Sanchez de Lozada's Cabinet members were present at the auction, and the attending
ministers broke into a spontaneous standing ovation when Stet's bid was announced. Stet, which
now owns 50% of shares in the company and which will be given management control, is inheriting
a highly profitable firm. ENTEL's annual sales are estimated at about US$140 million. In turn, the
government expects a substantial improvement in telecommunications services in Bolivia. As a
prerequisite to participate in the auction, the government had requested a guarantee from potential
investors that once the winning bidder took over the firm it would be able to provide 24-hour repair
service for all damaged telephone lines, a 30-day maximum response period to install new telephone
lines when start-up service is requested, and a substantial improvement in the country's longdistance services. The government also expects the new owners to markedly increase telephone
infrastructure in the country, with a target of seven telephones per 100 inhabitants by the year 2000,
compared with 3.1 telephones per 100 persons at present.
Notwithstanding the success of the ENTEL sale, government efforts to sell the state oil company
YPFB have been seriously set back because of criticism from many interested investors over the
prequalification terms that the government drew up for bidders to participate in the YPFB auction.
In early August, the government had opened the first round of prebidding, whereby interested
investors purchase the rights to be considered for acceptance in the auction. The government then
examines the financial standing of the solicitors to determine if they meet the criteria set to win the
right to bid on the firm.
A total of 80 foreign and domestic firms initially expressed interest in bidding on the YPFB. And, by
the Aug. 22 deadline that the government had set for the closing of the first round of prebidding, 35
foreign firms and consortia actually bought the rights to participate in the auction, thus paving the
way for the government to begin evaluating the financial stability of those firms. The government
had set Sept. 8 as the deadline for a second and final round of prebidding, meaning that after that
date no more firms would be considered for participation in the auction.
Nevertheless, in early September the government postponed the second round indefinitely because
of strong criticism from many interested investors that the government had drawn up extremely
harsh terms for prequalification that in effect makes it impossible for domestic firms and most Latin
American firms to participate. Among other requirements, interested bidders must have at least
US$500 million in net assets and must have achieved at least a BBB- credit rating by the Standard
& Poor's corporation to guarantee that the winning bidder has the financial means necessary to
finance the purchase of the YPFB. In addition, to prequalify for the auction, interested investors
must demonstrate that they have the capacity to manage at least 8,000 km of oil pipelines, extract a
minimum of 55,000 barrels per day of petroleum, refine 70,000 bpd of oil, and market 40,000 bpd on
domestic and foreign markets (see NotiSur, 08/31/95).
At least seven Latin American firms had originally expressed interest in bidding on portions of
the YPFB, which will be broken up into five subcompanies and sold individually. Among the most
important Latin American firms were the Brazilian company Braspetro and the Argentine enterprise
Yacimientos Petroliferos Fiscales S.A. (YPF). Some Bolivian investors as well had planned to seek
partnerships with other firms to participate in the auction. Although all the Latin American firms
bitterly complained about the Bolivian government's stringent conditions to participate, the harshest
criticism came from Argentina's YPF, which is one of the largest oil firms in South America and is
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involved in an aggressive expansion plan in the Southern Cone. Under the prequalification terms,
however, YPF would be disqualified, since, among other things, it only has a BB- rating by Standard
& Poor's, one grade below the BBB- rating demanded by the Bolivian government.
The YPF and other regional firms complained that the government's rigid restrictions basically
amounted to a sellout to foreign, extraregional interests, whereby only the world's largest oil
giants would be able to buy the YPFB installations. Indeed, some of the world's biggest petroleum
investors submitted bids to participate in the auction, including the US firms BHP Petroleum,
Exxon Exploration-Production, Esso, Texaco Overseas, Occidental International, Enron, Union
Texas Petroleum, Pepco Penzoil, and Diamond Shamrock. France's Total and Elf-Aquitaine, Spain's
Repsol, the British company Shell, and Canada's Trans Canada Pipelines also all submitted bids.
The Bolivian government countered that stringent conditions are essential given the huge assets at
stake. The YPFB is by far the largest of Bolivia's state monopolies, with total assets of nearly US$2
billion.
Nevertheless, the government was particularly sensitive to criticisms from Argentina's YPF, which
has various petroleum exploration and exploitation contracts in Bolivia, and which at present is
the country's largest regional buyer of natural gas. In fact, the YPF allegedly threatened to cancel
its gas-purchasing contracts and some other commercial accords to protest the government's de
facto exclusion of Latin American companies from the YPFB auction. In the end, the government
was forced to postpone the second round of prebidding indefinitely to reevaluate the terms of the
prequalification process. As a result, although the government still says it will carry out the YPFB
auction before the end of the year, it is unlikely that the YPFB sale will be able to move forward until
at least early 1996.
Moreover, according to local news reports, domestic opposition groups and some other sectors
are also criticizing the YPFB sale, which may further delay the firm's privatization. Leaders of oil
workers unions and opposition parties have become vocal opponents of the sale, and rumors are
growing that the military is hardening its stance on the issue given the YPFB's strategic importance.
Meanwhile, opposition sectors have also begun to sharply criticize the government's capitalization
plan in general, especially the Sanchez de Lozada administration's decision to contract new
loans from the Inter-American Development Bank (IDB) and the World Bank to "finance" the
privatization program.
The World Bank approved a US$60 million loan for the capitalization plan in July, and in late
August the IDB approved an US$82 million credit for the same purpose. According to IDB president
Enrique Iglesias, who visited the country in late August to discuss the privatization program with
government officials, the IDB funds will finance payments to consulting firms contracted to prepare
the privatization of state monopolies. It will also pay for a census to identify all Bolivians above
18 years old who will be entitled to pension benefits from the capitalization plan, and it will allow
the government to organize and run new regulatory agencies to oversee the activities of the newly
privatized firms.
Nevertheless, opposition politicians question the logic of increasing the country's debt to pay for
the privatization program, when the basic purpose of selling state enterprises is to rid the state
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of burdensome institutions that drain public resources. "How can the government claim that
because it earned US$140 million by selling the state electric company in July to North American
investors, it now needs more money to carry out the transfer of the electric installations to the new
shareholders," asked ex-president Jaime Paz Zamora (1989-1993), who heads the Movimiento del
Izquierda Revolucionaria (MIR). "One can't have faith in a government that first tells us that the
capitalization plan will bring fresh economic resources into the country, but then later tells us that
we have to contract more debt to pay for the program."
Added ex-president Hugo Banzer Suarez (1971-1978), "I don't understand why they need such
huge loans from the multilateral organizations when we are supposed to be benefitting from
new capital being attracted to the country at no cost to the government. Something just doesn't
seem right." [Sources: Inter Press Service, 08/23/95, 08/26/95, 08/28/95; United Press International,
08/28/95; Notimex, 08/21/95, 08/28/95, 09/08/95; Journal of Commerce, 09/11/95; Latin American
Energy Alert (Washington DC), 09/15/95; World Bank Development Projects-Bolivia, International
Market Insights (IMI, Washington DC), 09/20/95; Agence France- Presse, 08/02/95, 08/08/95,
08/15/95, 08/21/95, 08/26/95, 08/28-30/95, 09/16/95, 10/02/95; Associated Press, 10/02/95]

-- End --
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